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CEQ’s MESSAGE TO STOCKHOLDERS

ot

Dear Fellow American Electric Technologies Stockholders; ‘

American Electric Technologies, Inc. was formed in May 2007, following the merger of American Access
Technologies, Inc. and M&I Electric Industries, Inc. This annual report includes the audited annual financial
statements of M&I Electric Industries, Inc. for the years ended December 31, 2006 and 2005 and is supplemented
by condensed financial statements for the combined company for the six months ended June 30, 2007 and 2006,
which reflects the operations of American Access from May 15, 2007.

Over the course of my 24 years at M&I Electric, the company has grown from a regional provider of
electrical products and services focusing on the Gulf Coast marine and industrial markets, to a global provider of
power delivery systems for many of the largest energy companies in the world. -+ ° .

, . :

The closing of our merger with American Access in May of 2007 was a major milestone for the company,
and we are eager to build on our tradition of achievement to reach new heights of success for the combined
company. Over the years, we have set a clear strategic course for our long-term growth and we are executing
those plans successfully for our customers and stockholders today and in the future.

Management will work toward continued revenue growth, profitability and positive cash flow from
operations that translate into enhanced stockholder value. As we undertake this effort, we do so with considerable
strength and momentum as 2006 was a year in which we delivered historic levels of revenue and profitability.

Qur strong financial position provides us with a sound platform for the future. We believe our traditional
and new alternative energy segments will continue to grow for the remainder of 2007 and beyond. It is our
intention to make the appropriate, disciplined investments in the company to take advantage of these growth
opportunities.

We will continue to extend our international operations through joint ventures which provide a prudent
method of growing the company while leveraging our expertise, experience and operational capabilities.

We are leveraging our strong history and results in our flagship traditional oil and gas business, by investing
in alternative energy segment products and services.

We are retooling and upgrading the operational capabilities for all of our business segments to strengthen
our manufacturing capacity while reducing overall costs.

We will continue to pursue appropriate strategies, alliances and acquisition opportunities that will create
long-term stockholder value.

We are also investing in the upgrading of our internal financial systems to drive detailed financial awareness
and discipline into the organization. We want to continue to provide timely and accurate information about costs,
schedules, inventories and quality to our production and management team. These improved systems will also be
at the core of our future compliance with various Sarbanes-Oxley and corporate governance mandates.

We will continue to invest in our existing personnel and in recruiting additional key management personnel
to meet the needs of our growing operations.

All of our strategic initiatives mentioned above come with a keen sense of positioning for the future. It has
been our mandate to invest in a long term-growth strategy and diversify our business lines. These initiatives
come with a cost and at times this can be expensive and risky. However, we are confident in our ability to invest
wisely to expand our sales growth and profitability.




At American Electric Technologies, our goal is.to be open, accessible, and complete in all of our
commumnications, whether we are speaking to employees, customers, partners or stockholders. We devote
considerable time and effort to achieving this goal. We intend to communicate a clear and open picture of our
business, our challenges and our strategies to seize the opportunities ahead. -

Tam proud of our team and their accomplishments and am confident in our ability to deliver on our future
endeavors. I wish to thank our loyal stockholders, customers and partners who tontinue to have faith in us and *
1enew our pledge that we will remain focused on building an enduring and prosperous comipany. ’

Sincerely, C . L !

Arthur-G. Dauber - - : ‘ . o A . 4 '
CEO and Chairman, Board of Directors” - o . I N e :
American Electric Technologies, Inc.

. . ’ . . .
;- o . . I

October 3, 2007




QUR BUSINESS

American Electric Technologies, Inc. is comprised of three segfnents: Technical Products andlServices
(“TP&S”), Electrical and Instrumentation Construction (“E&I") and American Access Technologies (“AAT").
The TP&S segment develops, manufactures, markets and provides switchgear and variable speed drives. These
products are designed to distribute the flow of electricity, protect electrical equipment such as motors,
transformers and cables, and provide variable speed drives to both AC (“alternating current”) and DC (“direct
current”) motors. Products offered by this segment includé low and medium voltage switchgear, generator
controt and distribution switchgear, motor control centers, powerhouses, bus duct, variable frequency AC drives,
variable speed DC drives, program logic control (“PL.C”) based automation systems, human machine interface
(“HMI”) and specialty panels. The products are built for application voltages from 480 volts to 38,000 volts and
are used in a wide variety of industries. Services provided by TP&S include electrical equipment retrofits,
upgrades, startups, testing and troubleshooting of substations, switchgear, drives and control systems.

The E&I segment provides a full range of electrical and instrumentation construction and installation
services to both land and marine based markets of the oil and gas industry, the water and wastewater facilities
industry and other commercial and industrial markets. The E&I segment provides services on both a fixed-price
and a time-and-materials basis. The segment’s services include electrical and instrumentation turnarounds,
maintenance, renovation and new construction. Applications include installation of switchgear, AC and DC
motors, drives, motor controls, lighting systems and high voltage cable. Marine based oil and gas services
include complete electrical system rig-ups, modifications, start-ups and testing for vessels, drilling rigs, and
production modules. These services can be manufactured and installed utilizing NEMA (“National Electrical
Manufacturers Association”) and ANSI (*American National Standards Institute™) or IEC (“International
Electrotechnical Commission”) equipment to meet ABS (“American Bureau of Shipping”), USCG (“United
States Coast Guard”), Lloyd’s Register, a provider of marine certification services, and DNV (a leading
centification body/registrar for management systems certification services) standards.

The AAT segment manufactures and markets zone cabling enclosures and manufactures formed metals
products. The zone cabling product line develops and manufactures patented “zone cabling” and wireless
telecommunication enclosures. These enclosures mount in ceilings, walls, raised floors, and certain modular
fumniture to facilitate the routing of telecommunications network cabling, fiber optics and wireless solutions to
the workspace environment. AAT also operates a precision sheet metal fabrication and assembly operation and
provides services such as precision “CNC” (“Computer Numerical Controlled”) stamping, bending, assembling,
painting, powder coating and silk screening to a diverse client base including, but not limited to, engineering,
technology and electronics companies, primarily in the Southeast.

Approximately 50% of our revenues are derived from customers in the oil and gas industry and
approximately 30-40% is generated from projects and operations outside the USA.

UNAUDITED CONDENSED SELECTED FINANCIAL STATEMENTS-excerpt from June 30, 2007-10-
QSB

Prior to May 15, 2007, we were known as American Access Technologies, Inc. (“American Access”,
“AAT™). On May 15, 2007, we completed a business combination (the “Merger”) with M&I Electric Industries,
Inc. (“M&I”). Because the stockholders of M&I were issued approximately 80% of the voting stock of the
combined company in the Merger, for accounting purposes, AAT was deemed to be the acquired entity in the
Merger, and the Merger was accounted for as a reverse acquisition. Upon completion of the merger, all
outstanding shares of M&I stock were exchanged for 6,079,692 shares (as adjusted for the reverse stock split) of
American Access common stock at par value of $0.001.




In connection with the Merger, we changed our name to American Electric Technologies, Inc. and affected a
1-for-5 reverse stock split of our common stock. All share and per share disclosures have been retroactively
adjusted to reflect the exchange of shares i in the Merger, and the l for-5 reverse split of our common stock on
May 15, 2007.

All of our future financial statements will reflect the historical results of M&I prior to the Merger and that of
the combined company following the Merger, and do not include the historical resulis of AAT prior to the
Merger. For this six month period ended June 30, 2007, the results of operations reported for the Company
includes a full six months of operations for M&I and six weeks of operations for AAT (May 15, 2007 through
June 30, 2007).

We present the following excerpt from the June 30, 2007 Quarterly Report to supplement the information in
the 2006 Annual Report. For detailed information about the latest quarter and six months ended June 30, 2007,
please read the Company’s unaudited financial statements and footnotes, which were included in our Quarterly
Report on Form 10-QSB filed with the Securities and Exchange Commission on August 14, 2007.




AMERICAN ELECTRIC TECHNOLOGIES, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheet

Unaudited *
' ' June 30, 2007
Assets
Current assets: ~
Cash and cash equivalents . .................... P $ 1,764,642
Accounts recetvable-trade, net of allowance of $304,213 ............ e 11,244,951
Accounts receivable-other . . ... . e e 15,219
Income taXes TECEIVABIE . . ottt i e e e e . 487
Inventories; net of allowance of $133,455 ... i i e e e 4,491,203
"Costs and estimated earnings in excess of billings on uncompleted contracts .............. 4,639,470
Prepaid expenses and other current assets ............ .ottt . 260,447
Due from employees .. ... ..ottt it et e e [ 68,137
Deferred iINCOME AXES « ..o v veeeeeaee s, S L 331,698
0T 0 o (=4 =) S 22,8'1'76,254
Pr'operty, plant and equipment, net . ... ... ... oo e . 4,796,895
Markelable SEUUIIIES . . . .. .. .t ittt ittt st e e 96794
Otherassets, net ... .............. e e e e e e e 179,262
Advances to and investment injointventures . . ... .. i e i . 2,903,225
Deferred tax aS8eL v vv vttt et e e e, EE R TR R TR PP .. M
TOtAl ASSBIS + . vt vt ettt e e et e e e e e et e, . $33,610,587
Liabilities and Stockholders’ Equity
Current liabilities: , ‘
ACCOUNES PAYADLE . ...\ttt e e ' § 5,595,741
Accrued payroll and benefits ... ... i 1,259,608 ,
Other accrued eXpenses . .. ... ... i e et 512,779
Billings in excess of costs and estimated earnings on uncompteted contracts .............. 1,351,192
Income taxes payable . ... . .. e e 490,446
Total current Habilities .. ... ..t e e 9,209,766
Notes payable . ... ... e e e 2,500,000
Total Habilities ... i i i e e 11,709,766

Commitments and contingencies

Stockholders’ equity:
Common stock; $ 0.001 par value, 50,000,000 shares authorized, 7,658,241 shares issued and

OUSTANAING . .. .. e e i 7,658
Additional paid-in capital ......... . e 7.256.,213
Accumulated other comprehensive INCOMe . ........ ..ottty 63,483
Retained earmings . ... ... .. i i i i e e e 14,573,467

Total stockholders’ equity .. ...... ..ot i i i i 21,900,821
Total liabilities and stockholders” equity ............ ... ... o o L, $33,610,587




AMERICAN ELECTRIC TECHNOLOGIES, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Operations
Unaudited

Six Months Ended
June 30,

2007 2006

$26,074,469 $24,383,039
22,877,878 20,448,364

Gross profit . 3,196,591 3,934,675

Operating expenses:
General and administrative ; 1,775,109 1,568,027
_ 661,643 468,808
Total operating expenses ' ' - 2,436,752 2,036,835
Income from operations 759,839 1,897,840
Other income (expense):
Equity in joint venture income : —
Gain on sale of marketable securities 962,330 295,570
Interest expense (26,986) " (30,426)
Other, net . 8,780 25,984
Total other income 1,444,124 291,128
Income before income taxes 2,203,963 2,188,968
Income tax expense 779,644 209,918
Net incomne ) 7 $ 1424319 § 1,379,050
0.21
0.21
BasiC .. e e e 6,458,817 6,458,579
Diluted .. ... e e 6,465,640 = 6,465,402




MARKET FOR SECURITIES ‘ ' ‘ ) ‘ : T e "

' I . o 1 ' P
* " ' . . . L

Commion Stock . , ‘

The Company’s common stock trades on the Nasdaq Stock Exchange under the symbol “AETI“

The following table sets fonh quotauons for the high and low closmg pnces for the Company $ common
stock, as reponed by Nasdaq, for the periods indicated below All pnces below reflecl the 1: S reverse stock spht
of our common stock effective May 15, 2007.

c moo- High .. | Low High ., Low -\ High . Low

[ . . Year Ending . Year Ending | Year Ending
. . o . ‘ [_)ecember 31, 2007 Dpcpml;‘er.Sr,ZQQG- ) December 31, 2005
IstQuarter ................ e e $645 3440 $8.90. . $6.80-; 811,10 - $6.25
2nd Quarter. .. ........... e ., $.585.. .%4.15 . $7.85 . $5.00 ... $10.25 $6.80
Ard QuUarter, ................. o isose... 81000 $505  , $7.15.. 8503, 81115, -$8.90
4thQuarter ... ............ i Ce. .. 3680,  $445  $10.20 $8.40

MANAGEMENT?’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS : L ' oo

Year ended December 31, 2006 compared to year ended December 31 '2005 oo : te o

'ur A .. . L]

Consolidated Comparrson

Revenues and Gross Profit. Total consolidated net sales increased $10.5 million, or 30%, to $45.4 million
for the year ended December 31, 2006 over the prior year. The increase occurred pnmanly in the Technical
Products & Services segment. Consolidated cost of sales for the yéar ended December 31, 2006 was  *
$38.1 million, an $8.6 million increase, or 29%, over the prior year. The increase in cost of sales is primarily due
to increases in net sales over the prior year. As a percentage of net sales, cost of sales slightly decreased by
approximately 0.3%. This reflects M & I's general success in passing material price.increases on to its customers
in the form of price increases.and a change in its sales mix since manufacturing revenues represented a higher
portion of aggregate sales as compared to service revenues. Consolidated gross profit during the year ended
December 31, 2006 significantly increased from $5.5 million for 2005 to $7.4 million in 2006. The increase in
consolidated gross marginiis a result; in part;'of increased sales while reducing the percentage of the cost of sales.
Consohdated gross proﬂt asa pcrcent of net sales was 16.2% durmg 2006, compared to'15.6% for the pnor year.

1.

Sellmg, General and Admrmsrranve Expenses Total consolrdaled sellmg. gencral a.nd admrmstrauvc
expenses were $4.1 million dunng the year ended December 31, 2006, an increase of $0.5- rmlllon over the prior
year. This increase is principally attributable to an increase in legal, accountmg and consultmg costs of
$0.2 million accrued in conjunction with the merger. In addition, accruals for the ‘management and execuuve
bonus plans have increased $0.3 million based on performance dunng the year ended Decémber 31, 2006 against
plan targets established by M & I. L B L '

-

Other Income and Expense. Consolidated other income and expense improved by $0.5 million from 2005,
due to a realized gain on marketable securities of $0.4 million and lmproved earnings from the Smgapore joint -
venture. e "

L2 -Tae ' J

Provision for Income Taxes. Income tax expense increased by $0.7 ‘million consistent with the increase in”
gross profit. The effective tax rate of 37.2% was comparable to thc pnor year : vl
&

Net Income. Net income for the year ended December 31 2006 was $2 4 million as compared to,
$1.3 million for the prior year, representing an 81% increase. The increase in net income is a reflection of 4
increased sales and gross profit as, well as other income during 2006.

Divisional Comparisons

Technical Products & Sérvices. The Technical Prodicts & Services segment revenues iricreased” T
$10.7 million from $22.7 million for 2005 to $32.9 million for 2006.'The Technical Products & Services segment

T




business has been bolstered by the strength of the overall world economy and improvements in global drilling
activity discussed above. Approximately $6.0 million of the Technical Products & Services segment revenues
during 2006 were derived from sales to a Chinese land drilling rig manufacturer.

+

Gross profits for the Technical Products & Services segment for 2006 were $6.3 million, a $2.2 million
increase over the prior year. Technical Products & Services income before taxes for 2006 was $6.3 miltion
compared to $4.1 million for 2005. This increase in income is a result of higher sales and related gross profits.

_Electrical & Instrumentation Construction. The Construction segment reported sales of $12.5 million in
2006, an increase of $0.3 million over the prior year. The increase was due primarily to general increases in
business activity offsetting the completion of a large commercial contract in September 2005. This contract
contributed approximately $5.0 million to the Construction segment’s reported sales during the 2005. Although
the Construction segment sales reflect a modest increase during 2006 as compared to the prior vear, the overall
activity for the segment has begun to increase due to improvements in the industrial, commercial and energy
markets. The backlog for the Construction segment was $11.7 million as of December 31, 2006, an increase of
$8.7 million over the previous year.

Gross profits for the Construction segment for 2006 were $1.6 million, a decrease of ().2 from the prior year.
The Construction segment income before taxes for 2006 was $1.6 million compared to $1.8 million for the
previous year period. This decrease was due primarily to start-up costs incurred with certain commercial
contracts.

LIQUIDITY AND CAPITAL RESOURCES

As of December 31, 2006, M & I's cash and cash equivalents were $2.0 million as compared to $1.0 million
as of December 31, 2005. M & 1 has maintained a positive liquidity position throughout 2006 without drawing on
its revolving credit facility. Working capital was $9.1 million and $8.8 million as of December 31, 2006 and
December 31, 2005, respectively. As of December 31, 2006, M & I's current ratio is 2.0 and debt to total
capitalization ratio is 3.5%. The comparable ratios for December 31, 2005 were 2.59 and 4.3%.

M & I's long-term debt remained unchanged during 2006 at $500,000 on which interest payments are
current. M & I had a $4.0 million revolving credit facility which expired in August, 2006 and was renewed for an
additional year in the amount of $6.0 million. As of December 31, 2006, there were no borrowings outstanding
under this line of credit. For further information regarding the terms of M & I's indebtedness, see Notes 10 and
ITtoM&TI's Consolldated Financial Statements.

DIRECTORS AND OFFICERS

The executive officers of the Company are:

Name Position

Arthur G. Dauber ......... Chairman of the Board, President and CEQ

Neal T.Hare ............. Senior Vice President of Operations

James J. Steffek .. ......... Sentor Vice President of Sales and Business Development
Charles M. Dauber ........ Senior Vice President of Marketing

John H. Untereker ......... Senior Vice President, CFO and Secretary

Joseph F. McGuire ........ Vice President - Treasurer

Timothy C. Adams ........ Senior Vice President - American Access division

Erik Wiisanen ............ Director, VP --Sales and Marketing, Omega Metals division

The directors of the Company are:
Arthur G. Dauber, President and Chairman of the Board of the Company and M & I Electric.
Paul N. Katz, intellectual property law with Baker Botts L.L.P.
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Peter Menikoff, a private investor.

J. Hoke Peacock 11, a partner in the law firm of Orgain, Bell & Tucker, L.L.P.
Stuart Schube, President of Acom Ventures, Inc.

Howard W. Kelley, President of Jacksonville-based Sally Corporation.

Lamar Nash, Senior Vice President of Florida First Capital Finance Corporation.

CHANGE OF INDEPENDENT AUDITOR

On June 11, 2007, the Company was advised that Tedder, James, Worden & Associates, P.A. has ceased the
practice of public accounting and certain of its partners have merged with McGladrey & Pullen, LLP, an
independent public accounting firm registered with the Public Company Accounting Oversight Board. We
considered this a resignation of Tedder, James, Worden & Associates, P.A. as its certifying accountant. Neither
our audit committee nor its board of directors recommended or approved the resignation of Tedder, James,
Worden & Associates, P.A. On June 14, 2007, we appointed McGladrey & Pullen, LLP as our certifying
accountant.

In connection with the audits of our consolidated financial statements for each of the fiscal years ended
December 31, 2006 and 2005 and through today, there were: (1) no disagreements between the Company and
Tedder, James, Worden & Associates, P.A. on any matters of accounting principles or practices, financial
statement disclosure, or auditing scope or procedures, which disagreements, if not resolved to the satisfaction of
Tedder, James, Worden & Associates, P.A. would have caused Tedder, James, Worden & Associates, P.A. to
make reference to the subject matter of the disagreement in their reports on our financial statements for such
years, and (2) no disagreements with Tedder, James, Worden & Associates, P.A., whether or not resolved, on any
matter of accounting principles or practices, financial statement disclosure, or auditing scope or procedure,
which, if not resolved to the former accountant’s satisfaction, would have caused it to make reference to the
subject matier of the disagreement(s) in connection with its reports.




TR , . - [

[THIS PAGE INTENTIONALLY LEFT BLANK]




v Index to Financial Statements

M & I Electric Industries, Inc. and Subsidiary
Years Ended December 31, 2006, 2005, and 2004

Report of Independent Registered Certified Public Accountant Firm ................... ... ceea. B2
Consolidated Financial Statements: , ‘
Consolidated Balance Sheets as of December 31 2006 and 2005 .. e i F-3
Consolidated Statements of Income for the years ended December 31, 2006, 2005 and 2004 ........ . F-4
Consolidated Statements of Stockholders” Equity for the years ended December 31, 2006, 2005 and
01 F-5
Consolidated Statements of Cash Flows for the years ended December 31, 2006, 2005 and 2004 ... .. F-6
Notes to Consolidated Financial Statements . .. ... JS T F-7

v . [ 1




Report of Independent Registered Certified Public Accounting Firm

To the Board of Directors and Stockholders of . .
M & 1 Electric Industries, Inc. and Subsidiary:

We have audited the consolidated balance sheets of M & I'Electric Industries, Inc. and Subsidiary as of
December 31, 2006 and 2005, and the related consolidated statements of income, stockholders’ equity, and cash
flows for each of the three years in the period ended December 31, 2006. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits. o

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to-obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of M & 1 Electric Industries, Inc. and Subsidiary as of December 31, 2006 and 2005, and
the results of their operations and their cash flows for each of the three years in the period ended December 31,
2006, in conformity with U.S. generally accepted accounting principles.

/sf Tedder, James, Worden & Associates, P.A.
Orlando, Florida
March 9, 2007
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M & I ELECTRIC INDUSTRIES, INC. AND SUBSIDIARY

- Consolidated Balance Sheets
_December 31, 2006 and 2005

Current assets: o
Cashand cashequivalents .. ... ... . i
Accounts receivable—trade, net of allowance for doubtful accounts of
$279,899 and $241,375, respectively . ... e
Accounts receivable—other ......... ... ... .. oo
Income taxes Feceivable .. ... ...\ttt
Inventories . ....... e e e e
Costs and estimated earnings in excess of billings on uncompleted contracts . . .
Prepaid expenses and other current assets ...
Advances to emplOYees . . .. ... i
Deferred INCOME taXeS . .. .« ot i e e

. Total CUTTENT ASSELS . .\ vt oot ittt ettt ne e amanaeen s
Property, plant and equipment, net ........... .. i e
Marketable seCurities .. ... ... . i i e
L0117t L=y =1 £ o1 e
Advances to and investment in joint VentUres . . .. .......c.ovveeeni i
Deferred MErZEr COSIS . . ..o\t vute et e e e ettt e e e e ias e aens

B8 £ Y P17 =1 O U

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable ....... ...
Accrued payrolland benefits . . ............ ... i
Other accrued EXPenses . ... ...ttt i i et
Billings in excess of costs and estimated earnings on uncompleted contracts . ..
Income taxes payable . ... ... . ..

Total current liabilities . ... ... ... i e
Notes payable to stockholders . ............. ... . o il
Deferred INCOmME tAXES . .. ... ittt et ie et r e e eear s
Total Habilities ... ...ttt ii e iy
Commitments and contingencies
Stockholders’ equity:

Series A common stock; $1.00 par value, 999,000 shares authorized, 266,858
shares issued, 248,610 and 246,307 shares outstanding at 2006 and 20035,
respectively. ... ... e

Series B common stock; $1.00 par value, 1,000 shares authorized, 250 shares
issued andoutstanding . ........ ... e

Additional paid-incapital . ... ... e

Accumulated other comprehensive income ......... ... .. 00 o

Retained earnings ......... ... vt iimima i i e

Less: treasury stock, 18,248 and 20,551 shares of Series A, at cost, respectively .. ..
Total stockholders’ equity ........... .. oo i
Total liabilities and stockholders’ equity .......... ... ... . .

2006 2005
$ 2031114 1,079,260
9,063,523 7,035,893
142,838~ 924,419
597 -
2369458 1,747,092
3,599,206 2,827,158
266,816 369,570
42,225 © 48,59
331,608 245935
17,847,565 14,277,923
2,502,937 1,670,220
736,943 940,607
12,173 18,884
1,632,824 448236
423,994 —
$23,156,436 17,355,870
$ 3,993,281 3238410
964,332 707,987
549967 419,695
2,559,319 797,130
662,301 341311
8,729,200 5,504,533
500,000 500,000
226,565 105915
9,455,765 6,110,448
266,858 266,858
250 250
652,502 615,895
383,604 408914
13,149,148 10,710,826
14,452,452 12,002,743
751,781 757,321
13,700,671 11,245,422
$23,156,436 17,355,870

See the accompanying notes to consolidated financial statements.
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M & I ELECTRIC INDUSTRIES, INC. AND SUBSIDIARY

Consolidated Statements of Income
For the years ended December 31, 2006, 2005, and 2004

2006 2005 2004
a1 $45,418,712 34,944,618 24,361,632
CostOf S8lES ...ttt e e e 38,067,720 29,486,359 21,543,055
Grossprofit ... i e s 7,350,992 5,458,259 2,818,577
Operating expenses: _
General and administrative . ... ... .. ... e 3,039,628 2,598,319 1,586,615
Selling ... e 1,063,775 968,509 1,104,252
Total OPErating eXPenses . . ..............ooueererennn. 4,103,403 3,566,828 2,690,867
Income fromoperations ......... ... ... .. ... . eennn 3,247,589 1,891,431 127,710
Other income (expense):
Equity in income of joint ventures ......................... 184,588 73,500 35,328
Gain on sale of marketable securities . ...... ... ... ... ... ... 428,286 116,036 —
Interestexpense . ........ ... i (45,635) (35,934) (26,590)
Other, BeL . ittt it et it i e 65,167 26,674 (79,667)
Total other income (expense) ................covvnuns 632,386 180,276 (70,929)
Income before income tax expense . .................... 3,879,975 2,071,707 56,781
Incometax expense . ... ..oiv it i i e 1,441,653 723,197 56,276
Netincome ... oovtnniinie et e e eiaans $ 2,438,322 1,348,510 505

See the accompanying notes to consolidated financial statements.,
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. common stock common stock  paid-in

Balance, December 31,
2003 ...
Purchase of treasury *
stock p
Sale of treasury stock
Comprehensive loss:
Netincome ...........
** Unrealized loss on
investments

1 .
Total comprehensive
loss

Balance, December 31, .
2004 '
Purchase of treasury
stock
Sale of treasury steck 0. ...
Dividends paid
Comprehensive foss: ¢
Netincome ....... P
Net unrealized losses on
securities. .t .. ... ...

. v
Total comprehensive
loss

Balance, December 31,
-2005 ...... PR
Purchase of treasury
stock
Sale of treasury stock
Comprehensive income:
Net incotne
Net unrealized losses on
securities .. .........

Total comprehensive
income

Balance, December 31:
2006

Disclosure of

reclassification amount:

Unrealized holding gains
(losses) arising during
thé period

Less: reclassification

- adjustment for realized
gains included in net
income

Net unrealized {losses)
gains on securities ...

M & FELECTRICINDUSTRIES, INC, AND SUBSIDIARY

Consolidated Statements of Stockholders’ Equity
For the years ended December 31, 2006, 2005, and 2004

Accumulated

Series A SeriesB  Additional other

comprehensive Retained

Treasury stock
Shares

Total
stockholders’

amount amount capital income earnings outstanding Amount .  equity
$266,858 250 596,987 800,578 9,607,624 - 18,105 (638,676) 10,633,621
— - — - — 1 3795 (155075)  (155.075)
— - 1,821 — — . 5094 6,915
, = - — - r 505 e 505
— — — - (381,881) — — — (381,881)
v S (381,376)
o= C, . _—
266,358 250 598,808 418,697 9,608,129 21,730 (788/657) 10,104,085
— — —. — - — 499 (21,353)  (21,353)
- — 17,087 - — L (L678) 52689 69,776
— — - — (245.813) — — (245,813)
- — — - 13485107 — —  1,348510
— — — (9,783) - — + L (9.783)
r
' K ' ' ce 1,338,727
266,858 250 615,895 408,914 10,710,826 * 20,551  (757.321) 11,245422
_ — — — — 5013 (246,522) '(246,522)
- - 36,607 — — (1,316) 252062 + 288669
- , o .
— — — — 2,438,322 — — 2438322
- — — £25,220) — — - (25,220)
" Y sae
I‘ . et - N i L ‘a . -
$266,858 250 652,502 383,694 13,149,148 18,248 . (751,781) 13.700.671
2006 2005 2004 '
T : o
$403,066 106,253 (381,881) et ' '
) ¢
i v
428,286 116,036 — e
$(25,220) (9.783)  (381,881) : i

See the accompanying notes to consolidated financial statements.
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M & I ELECTRIC INDUSTRIES, INC. AND SUBSIDIARY

Consolidated Statements of Cash Flows -
For the years ended December 31, 2006, 2005, and 2004

2006 2005

2004

Cash flows from opérating-activities:

NetinCome .. ... ..ot e e e $ 2,438,322 1,348,510 505
Adjustments to reconcile net income to net cash provided by (used
in) operating activities: ‘
Provisionsforbaddebt ............. ... .. ... ... ... .. ... 38,524 189,361 (6,129)
Depreciation and amortization .......................... 517,896 490,512 441,463
Gain on sale of property andequipment .. ................. (6,769) (3,750) (4,400)
Gain on sale of marketable securities . .................... (428,286) (116,036) —_
Equity income from jointventure . . ...................... (184,588) (73,500y  (35,328)
Loss on hurricanedamage ............................. — 12,025 —_
Deferred income tax (benefityexpense . ................... 49,265 (157,345) 49,598
Change in operating assets and liabilities:
Accounts receivable (includingother) .................... (2,088,404) (2,063,038) (272,324)
Income taxes receivable/payable ........................ 320,393 524,116  (136,740)
Inventories . ...ttt i e e (622,366) (1,027,631) (230,217)
Costs and estimated earnings in excess of billings on
uncompleted contracts ........................0c..0n. (772,138)  (911,306) 41,461
Prepaid expenses and otherassets ....................... 105,136 (4,253) (23,563)
Advancestoemployees ............... s, 6,371 (26,131)  (12,730)
Accountspayable ............ ... ... il - 754,871 L029070 612426
Accrued payroll and benefits ......... ... ... ... 256,345 285,666  (330,505)
O[heraccruedexpcnses (36,580) (93,726) 78,046
Billings in excess of costs and estimated earnings on
uncompletedcontracts ............ ... . ... e, 1,762,189 605,090  (222,053)
Net cash provided by (used in) operating activities ... ... 2,110,181 7,634 (50,490)
Cash flows from investing activities: ‘
Purchases of property, plant and equipment . ... ................ (1,346,765)  (601,243) (461,645)
Proceeds from disposal of property, plant and equipment ......... 7,250 28,394 4,400
"Proceeds from insurance settlement ................... v, 803,831 335,935 —_
Proceeds from sale of marketable securities ................... 592,352 164,222 —
- Advances to and investments in joint ventures . ...............- (1,000,000) 118,647 —
Deferred merger costs .. ... oottt e (257,142) — —
Net cash provided by (used in) investing activities ...... (1,200,474) 45,955  (457,245)
Cash flows from financing activities: )
Dividendspaid ......... ... . . i e -— (245,813) —
Proceeds from sale of treasury stock ......................... 288,669 69,776 6,915
Purchase of treasury stock ....................... ... .. .. ... (246,522) (21,353) (155,075}
Net cash provided by (used in) financing activities ... ... 42,147  (197,390) (148,160)
Net increase (decrease) in cash and cash equivalents .. .. 951,854 (143,801) (655,895)
Cash and cash equivalents, beginningof year ...................... 1,079,260 1,223,061 1,878,956
Cash and cash equivalents,endofyear ... ........................ $ 2,031,114 1,079,260 1,223,061
Supplemental disclosures of cash flow information:
Interestpaid .........c.ovuriiiriii it e $ 44491 34,239 25,847
Incometaxespaid ....... ..ot e $ 810,626 403,637 335,399
Supplemental disclosures of non-cash activities: .
ACCIUEd METZET COSIS .+« oottt et et iiee e $ 166,852 — —

See the accompanying notes to consolidated financial statements.
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M & 1 ELECTRIC INDUSTRIES, INC.
Notes-to Consolidated Financial Statements
December 31, 2006, 2005, and 2004

(1) Organization and Nature of Business
(a) Organization and Nature of Business

M & I Electric Industries, Inc. (“M & I") commenced operations in Texas in 1946 and is engaged in several
lines of business related to the oil and gas industries of drilling, production, pipe lines and vessels and refining as
well as the petrochemical and water and wastewater industries, specifically, and the industrial market in general,
including designing and manufacturing electrical power distribution and control equipment and drives, prov1dmg
a variety of services, including testing, design, installation, maintenance, and trouble-shooting of all types of
industrial and oil-related electrical systems and drives; and selling a wide range of electrical product lines for
business and industrial needs. Certain lines of business are performed under time and material contracts and firm
price contracts, the length of which varies from a few days to in excess of one year.

M & 1I's wholly owned subsidiary, South Coast Electric Systems, LLC, is a Delaware Limited Liability
Company organized on February 20, 2003. With the exception of electrical contracting, it is engaged in the same
lines of business as M & I, but it participates in different market segments.

M & I has a joint venture, M & I Electric Far East PTE Ltd. (see Note 8) which provides additional sales,
ranufacturing and technical support internationally. This venture is accounted for using the equity method of
accounting. M & I became a party to another joint venture in 2006, BOMAY, in which it holds a 40% interest.
This joint venture will provide electncal systems primarily for land and marine based drilling ngs in China (sce
Note 8).”

(2) Summary of Significant Accounting Policies
(a) Principles of Consolidation

The accompanying consolidated financial statements include the accounts of M & I Electric Industries, Inc.
and its wholly owned subsidiary, South Coast Electric Systems, LLC {(collectively referred to as the “Company™).
Significant intercompany accounts and transactions are eliminated upon consolidation.

(b) Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the -
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

(c) Reclassifications

Certain items in the 2005 and 2004 consolidated financial statements have been reclassified to conform to
the 2006 presentation. -

(d) Cash and Cash Equivalents

. Cash equivalents consist of investments with original maturities of three months or less. Cash equivalents
are stated at cost, which approximates fair value. The Company maintains cash in bank accounts that, at times,
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M & 1 ELECTRIC INDUSTRIES, INC.
Notes to Consolidated -Financial Statements-—(Continued)

. -t KR .l R
exceed federally insured limits. The Company closely monitors the financial condition of these banks and has not
experienced a loss associated with its accounts,

(e) Allowance Jor Doubtful Accounts

Earmngs are charged wuh a prov1s10n for doubtful accounts based on penodlc reviews of the co]]ectlblhty
of the accounts Thls prowsmn is adjusted, if appropnate based on these penodlc reviews. Management believes
that accounts recelvable reﬂecl the net reahzablc value after con51dcr1ng lhe a]lowance for doubtful accounts.

- ‘ . .
. LI
EEN PR - ’

(f)lnventones— S S T C oy e

v

| .
Inventoncs include raw matenals and work in process The majorlty of raw materlal mvemones are valued
at the lower of weighted average cost or market value. Inventory costs for work in process include direct
material, direct, labor and job related overhead. . . |

.' T ) - . PR |

(g} Property, Plant and Equipment - P .

Property, plant and equipment is stated at cost. Expenditures for repairs and maintenance are expensed as
incurred whlle renewals and betterments are capltahzed Depreciation 1s ca]cu]ated on the straight-line basis over
the esnmated usefu} lwes of the assets after -giving effect to salvage valucs

' - .
- * " !

T [ "

Management reviews property, plant and equipment for lhe possible 1mpa1rment of long- llVCd assets,
whenever events or circumstances indicate the carrying amount of an asset may not be recoverable. If the
estimated future cash flows are projected to be less than the carrying amount, an impairment write-down,
representing the carrying amount of the long-lived asset which exceeds the present value of estimated expected
future cash flows, would be recorded as a period expense. For the years ended December 31, 2006, 2005 and

2004, in the opinion of management there were no impairments.

. . o
[ Lo . LI LI LN

(h) Marketable Securiies o T

The Company’s marketable securities consist of equity securities, all of which are classified as available for
sale. The securities are listed on the Singapore Stock Exchange and have been valued at fair value in accordance
with provisions of Statement of Financial Accounting Standards (“SFAS™) No. 115, Accounting for Certain )
Investinents in Debt and Equity Securities. Any unrealizéd gains or losses are accounted for as a component of
stockholders” equity and are included as accumulated other comprehensive income in the consolidated baldnce -
sheets. Unrealized losses are charged against operations when a decline in fair value is determined to be other
than temporary. Any realized gains or losses on these securities are included in"gain on sale of marketable
securities. The amount that is reclassified from other comprehensive income is determined based upon specific
identification.

(i) Income Taxes . .

Income taxes are accounted for under the asset and liability method. Under this method, deférred tax assets
and liabilities are determined based on differences between financial reporting and tax bases of assets and
liabilities and are measured using the enacted tax rates and laws that will be in effect when the differences are
expected to be reported to the taxing authorities. Deferred tax assets are evaluated annua]ly and a valtation
allowance is providedif it is'more likely than not that the deferred tax assets wull not gwe rise to future benefits
in the Company’s tax returns. : N T | !
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M & I ELECTRIC INDUSTRIES; INC.
Notes to Consolidated Financial Statements—{(Continued)

{j) Foreign Currency Gains and Losses . : S

Foreign currency translations are included as a component of other comprehensive income. The Company’s
marketable securities aredenormnated in foreign currency. In accordance with SFAS No. 52, Foreign Currency
Transiation, these assets arc translated into U.S. dollars at exchange rates in effect at the consolidated balance
sheet date. Related translation adjustments are reported as other comprehensive income, wh1ch is a separate
component of stockholders’ equity. . . T . A o

(k) Revenue Recognition =+ . . . : O ,

The Company reports earmngs from firm-price and modified firm price long-term contracts on the
percentage- of-completlon method. Prior to 2006; earnings were recorded baséd on the ratio of costs incurred to
total estimated costs. Costs included direct material, direct labor, and job related overhead. In 2006, the Company
determined that direct labor incurred provides an improved measure of percentage of completion. This change in
the application of an accounting principle, did not have a material cumulative impact on the Company’s financial
position or operating results: Losses expected to be incurred on contracts are charged to operations in the period
such losses are determined.! A contract is considered complete when all costs except insignificant items have
been incurred and the customer has accepted the product or project. Changes in contract performance, contract
conditions, estimated profitability, and final contract settlements may result in revisions to costs and revenues
and are recognized in.the period in whichithe revisions are determined. Because of the inherent uncertainties in
estimating profitability, it is at least reasonably possible that the Company’s estimates of costs and revenues will
changemthenearterm oy ‘ e o . U

! "o +

Revenue from non- t1me and matenal Jobs that will be completed within approximately one month are
recognized on. the completed contract method. This method is used because these contracts are typlca]ly
completed in a short period and the. financial position and results of Operations ¢ do not,vary materiaily from those
that would result from use of the percentage- of—comp]etron method.

The Company records revenue from its field and technical service and repair operations on a completed
service basis after customer acknowledgement that the service has been completed and accepted. In addition, the
Company sells cértain purchased parts and products These revenues are recorded when the product is shipped
and title passes to the customner. B

. s

. t . '
f . ] v, . N - ]

The asset, “Work-ini-process,” which is-included in inventories, represents the cost of labor material, and
overhead in excess of amounts billed on jobs accounted for under the completed-contract method. For contracts’
accounted for under the percentage -of-completion method, the asset, “Costs and estimated earnings in excess of
billing on uncompleted contracts,”. represents revenue recognized in excess'of amounts billed and the liability,
“Billings in excess of costs and estimated eammgs on uncompleted contracts " represents billings in excess of
revenuerecogmzed . S A L . .

v, ) . LI N oL

(1) Shipping and Handlmg F ees and Costs _ : ' S o ' K

Shipping and handling fees, 1f billed to customers are included in nét sales. Shlppmg and handlmg costs |
associated with inbound freight are expensed as mcurred Shlppmg and handlmg costs assocrated with cutbound
freight are classified as cost of sales.

(m) Fair Value of Financial Instruments

Cash equivalents, accounts receivable—trade, and accounts receivable—other are financial assets with '
carrying values that approximate fair value. Accounts payable, accrued expense, and notes payable to ",
stockholders are financial liabilities with carrying values that approximate fair value. S
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M & I ELECTRIC INDUSTRIES, INC,
Notes to Consolidated Financial Statements—{Continued)

{(n) Stock-Based Compensation

On January 1, 2006, the Company adopted the provisions of SFAS No, 123(R), Shared-Based Payment,
which requires the measurement and recognition of compensation expense for all stock-based awards made to
employees based on estimated fair values. SFAS No. 123(R) supersedes previous accounting under Accounting
Principles Board (“*APB”) Opinion No. 25, Accounting for Stock Issued to Employees, and SFAS No. 123,
Accounting for Stock-Based Compensation, for periods beginning in fiscal 2006.

SFAS No. 123(R) requires companies to estimate the fair value of stock-based awards on the date of grant
using an option pricing model. The value of the portion of the award that is ultimately expected to vest in
recognized as expense over the requisite service periods. The Company adopted SFAS No. 123(R) using the
modified prospective application method, which requires the application of the standard starting from January 1,
2006.

Stock-based compensation expense related to employee stock options and restricted stock grants recognized
under SFAS No. 123(R) for the year ended December 31, 2006 was immaterial to the Company as a whole. As of
December 31, 2006, all outstanding options had been canceled.

Prior to the adoption of SFAS No. 123(R), the Company accounted for stock-based awards to employees
using the intrinsic value method in accordance with APB No. 25, as allowed under SFAS No. 123. Under the
intrinsic value method, no stock-based compensation expense for employee stock options had been recognized in
the Company’s consolidated statements of operations because the exercise price of the Company’s stock options
granted to employees equaled the fair market value of the underlying stock at the date of grant. In accordance
with the modified prospective transition method the Company used in adopting SFAS No. 123(R), the
Company’s results of operations prior to 2006 have not been restated to reflect, and do not include, the impact of
SFAS No. 123(R).

Stock-based compensation expense recognized during a period is based on the value of the portion of stock-
based awards that is ultimately expected to vest during the period. At December 31, 2005, all outstanding options
were fully vested. As stock-based compensation expense recognized for the year ended December 31, 2006 is
based on awards ultimately expected to vest, it has been reduced for estimated forfeitures. SFAS No. 123(R)
requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual
forfeitures differ from those estimates.

The Company used the Black-Scholes option-pricing model to determine the fair value of stock option
grants made in 2006, 2005, and 2004. This option pricing model takes into account highly subjective and
complex assumptions. The expected life of options granted is derived from the vesting period of the award, as
well as historical exercise behavior, and represents the period of time that options granted are expected to be
outstanding. The risk-free interest rate is the implied yield currently available on U.S. Treasury zero-coupon
issues with a remaining term equal to the approximate expected life of the option.

The following assumptions were applied in determining the pro forma compensation cost using the
minimum value method:

2006 2005 T 2004
Risk freeinterestrate ........... ... ... ... ... ... ..... 4.5% 3.30% 1.19%
Expecteddividend yield . .............. ... ... ... .. ..... — — —_
Expectedoptionlife ........... ... ... i i 75-1.25 years  0.75-1.25 years 1.25 years




M & [ ELECTRIC INDUSTRIES, INC.
Notes to Consolidated Financial Statements—{(Continued)
The following table illustrates the pro forma net loss and net loss per share for the years ended

December 31, 2005 and 2004 as if compensation expense for stock options issued and restricted stock granted to
employees had been determined consistent with the fair value provisions.of SFAS No. 123:

2005 _22_04;

Net income, as rePOTed .. ... ..ottt $1,348,510 505
Deduct: Compensation expense determined under minimum value method for S

allawards . ... ... i e i e 1,475 505

Proformanetincome . ... ....oevinvrvennennss [P [P - $1,347.035 —

o

(o) New Accounting Pronouncements

In July 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes, an interpretation of FSAB Statement No. 109, “Accounting for
Income Taxes (“FIN 48”). FIN 48 requires that a position taken or expected to be taken in a tax return be,
recognized in the financial statements when it is more likely than not (i.e. a likelihood of more than fifty percent)
that the position would be sustained upon examination by tax authorities. A recognized tax position is then
measured af the largest amount of benefit that is greater than fifty percent likely of being realized upon ultimate
settlement. The effective date for the Company is January 1, 2007. Upon adoption, the cumulative effect of
applying the recognition and measurement provisions of FIN 48, if any, shail e reflected as an adjustment to the
opening balance of retained earnings. The Company is currenlly evaluating the impact of adoptmg FIN 48 on its
consolidated f‘mancnal statements, . P

In September 2006, FASB Statement 157, Fair Value Measurements, (“SFAS 1577) was issued. SFAS 157
establishes a framework for measuring fair value by provndmg a standard definition of fair value as it applies to
assets and liabilities, SFAS 157, which does not require any new fair value mcasurements clarifies the .
application of other accounting pronouncements that require or permit fair value measurements. The effective
date for the Company is January 1, 2008. The Company is currently evaluating the impact of adopting SFAS 157
on its consolidated financial statements. =~ ° ' '

(3) Accounts Regeivable—()ther

During thie third quarter of 2005, Hurricanes Rita and Katrina passed through portions of Beaumont, Texas
and Bay St- Louis, Mississippi, causing damage to the Company’s facilities and operations in those geographic
regions. At December 31, 2005; approximately $804,000 is included in other receivables thai are directly related
to insurance claims filed with the Company’s insurance carrier. This amount was received by the Company
during 2006. The following summarizes the net activity related to amounts lost or damaged during the
hurricanes.

Insurance proceeds receivedand receivable ... ... ... .. . o .o -, $1,139,766
Less reimbursement for: o

Property, plant and equipment, net ....... ... oo i (556,385)

Inventory-:.... PR (274,457)

Other reimbursable IteINS . ..., ... it (320,949)

' $ (12,025)

The net loss of $12,025 is reflected in the 2005 consolidated statements of income within other income
(expense), other, net.
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M & I ELECTRIC INDUSTRIES, INC.
Notes to Consolidated Financial Statemeints—(Continued)
During 2006, M & I received approximately $56,000 in insurance proceeds related to wind damage

occasioned by Huiricane Katrina.. This amount is recorded in the 2006 consolidated statéments of income within
other income (expense), other, net, after deducting approximately $25,000 in-additional damage costs. ,

(4) Inventoriess -

Inventories consisted of the following at December 31, 2006 and 2005:,

2006 2005
Raw materia]_s ........................................ $ 857,366+ ° 470,973
WOrK-ID-Process .. ... .o eunn it ieiinaennns 1,512,092 1,276,119

. $2,369,458 |, 1,747,092

{5) Marketable Sécuriti% : o ‘ -.

Marke@a_bfe securities consist of the following: ‘
‘ Ia ' ’ . . Groas Gross | - .Fair )
' unrealized  unrealized market
Cost - = gain - loss -7 value’
'évailable-fof-sale securities: . " R v 1 oo
' 2006 e{quit_y securities ... ... PR .. $134,503 602,440 = 736,943
2005 equity securities ............. $298,569 642,038 —. 940,607 . ;

The unrealized gain as recorded in accumulated other comprehensive income on the statement of© *
stockholders’ equity is net of deferred federal income taxes of appronmately $219 000,'$233,000 and $239, 000'
at December 31 2006 2005 and 2004, respectively.

(6) Costs, Estimated Earnings, and Related Billings on Uncompleted Contracts
Contracts in progress at December 31, 2006 and 2005 consisted of the following:

2006 - 2005 -
.-Costs incurred on uncompleted contracts . .. ............. $ 12,394,462 11,470,134
Estimated earnings ................ e e .2,575,714 786,581
ROE - ' - 14970,176 12,256,715
" Billings on uncompleted contracts ............ P (13,930,199) (10,226,687). "

$ 1,039977 2,030,028

Costs, estimated earnings, and related billing on uncompleted contracts consisted of the followmg at
December 31, 2006 and 2005:

i >

2006 2005
Costs and estimated earnings in excess of billings on ' ‘
uncompleted CODIFACES . ... ..ottt i e, $ 3,599,296 2,827,158
"Billings in excess of costs and estimated earnings on

uncompleted CORracts . ................oiiieiinnninnn (2,559.319)  (797,130)
' ' | ‘ $1,039977 2,030,028




M & I ELECTRIC INDUSTRIES, INC.
Notes to Consolidated Financial Statements—{Continued)

(7) Property, Plant and Equipment )
Property, plant and equipment consisted of the following at December 31, 2006 and 2005:

~ Estimate
useful
lives
(years) 2006 2005

Buildings and improvements . . . ................. 15-25 $1,413,605 826,663
Office equipment and furniture . .. ............... 2- 7 925,748 801,365
Automobilesandtrucks . ... ... i, 2- 5 744,809 660,774
‘Machinery and shopequipment ................. 2-10 2,161,737 2,107,883
Land . ... e 245,021 204,267
5,490,920 4,600,952
Less: accumulated depreciation and amortization .. . 3,394,684 2,954,477
. 2,096,236 1,646,475
Construction in progress . .......oviviivaaaraenn 406,701 23,745

$2,502,937 1,670,220

During the years ended December 31, 2006, 2005, and 2004, depreciation charged to operations amounted
to $513,567, $486,083, and $439,758, respectively. Of these amounts, $359,497, $340,327, and $296,682 was
charged to cost of sales while $154,070, $145,756, and $143,076 was charged to selling, general and
administrative expenses for the years ended December 3:], 2006, 2005, and 2004, respectively.

As disclosed in Note 3, the Company experienced losses from two gulf coast hurricanes in 2005. As of
December 31, 2005, fixed assets were reduced by approximately $600,000. During 2006, repairs were completed
that substantially restored this fixed asset reduction.

(8) Advances to and Investment in Joint Ventures

The Company owns 49%of M & I Electric Far East PTE Ltd. (“MIEFE”) which provides additional sales
and technical support in Asia, The Company’s equity in income of the joint venture was $184,588, $73,500, and
$35,328 for the years ended December 31, 2006, 2005, 2004, respectively. Sales made to the joint venture were
$103,285, $1,158,235, and $337,630 for the years ended December 31, 2006, 2005, and 2004, respectively.
Accounts receivable from MIEFE were $101,684, and $1,052,452 at December 31, 2006 and 2005, respectively.
Sales to the joint venture are made with terms and conditions similar to those 'of our other customers.
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M & I ELECTRIC INDUSTRIES, INC.
Notes to Consolidated Financial Statements—(Continued)

Summary financial information of MIEFE in U.S. dollars was as foilows at December 31, 2006 and 2005 in

thousands; J .
2006 2005
Assets:
thal CUITEIT ASSEIS oo vttt an ettt e ettt ae e eaeensnsas $2,351 3,054
Total NON-CUITENE ASSELS . . v vt v i i er et v ne i eneernneanns 40 36

2006 . 2005

Liabilities and equity:
Total current Habilities .. ... ..o oo i e $ 971 2,135
Total partnership equity . ... ... 0ottt i 1,420 955

2006 2005

GrossSales ... ... e $3,539 2,248
Netincome .........0 ... .. ... 0§ 371 150

The Company executed a joint venture agreement in which it holds a 40% interest in a Chinese company,
BOMAY, that will build electrical systems for sale in China. The majority partner in this joint venture is a
subsidiary of the major Chinese oil company. M & I made an investment of $1 million in 2006 and is responsible
for an additional $1 million investment in 2007. The joint venture was essentially in start-up mode in 2006 and
recorded sales and after-tax profits of approximately $2.2 million and $13,000, respectively. M & I has not
reflected any of these results of operations in its consolidated financial statements and the effect would not have a
material impact.

Summary financial ipformation of BOMAY in U.S, dollars was as follows at December 31, 2006 in

thousands:
Assets: . ..
Total current assets . . ........... e e $5,499
Total RON-CUITENL ASSELS . ..ttt ce e e ie e e en i na s aaennnn 47
$5,546
Liabilities and equity:
Total current Habilities .. .. ... vttt ittt c it e $2,960
Total partnershipequity ....... ... oot e 2,586
$5,546
G085 SAIES & vt et ettt e e e e e $2,216
NEtIRCOME . ...ttt ittt ettt ia e $ 13
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M & I ELECTRIC INDUSTRIES, INC.
Notes to Consolidated Financial Statements—(Continued)

The Company’s investment in and advances to its joint ventures were as follows as of December 31, 2006,
2005, and 2004: .

2006 2005
Investment in MIEFE joint venture ......................... § 17469 17,469
Equity in earnings of MIEFE joint venture ................... , 615,355 430,767
Investment in BOMAY jointventure . . ..........0oooeeiunnt, 1,000,000 —

$1,632,824 448,236

(9) Income Taxes

Significant components of the Company’s deferred federal income taxes were as follows:

2006 - 2005
Deferred tax assets: : .
Accrued Habilities . .. ..o e $ 158,695 91,435
Provision forbad debts ........... e e 101,632 87.643
Property and equipment ... ... ... . i ‘ 88,961 159,581
Long-term contracts ............covveevnns e 87,668 85,036
Net deferred tax assets . ........c.venvvnniinrvnnnnn. 436,956 423,695
Deferred tax liabilities: _ .
Unrealized gain on marketable securities . ................ (218,746) (233,124)
Equity in foreign investments . ...............cooooiiinn. (115337)  (50,551)
Net deferred tax liability .......................... (334,083) (283,675)
Netdeferred asSe18 ..o cve it i itie i e ieariaa s ban $ 102,873 140,020
‘Income tax expenses were as follows:
. 2006 2005 2004
Current: S N - ,
Federal ......... it $1,197,338 795,072 —
QAR . . e 192,791 84,814 17,893
1,390,129 879,886 17,893
Deferred:
TFederal . ... 46,557  (146,721) 35,942
State ... e e - 4,967 (9,968) 2,441

51,524  (156,689) 38383,
$1,441,653 723,197 56,276
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" The difference between the effective income tax rate reflected in the provision for income taxes and the

amounts, which would be determined by applying the statutory income tax rate of 34%, is summarized as
follows:

2006 2005 2004
TaxatUS. statutoryrate ......................... $1,319,191 704,380 19,305
State taxes, net of federal tax benefit ............... 87,842 46,008 16,278
Nondeductible expense .. .............covviinn... 17,667 11,504 23,362
ETI(bemefit) ........ ... . ... . . .cviiiiiininn. (43,939) (38,693) (2,669)
Other ... i e 60,892 — —

$1,441,653 723,197 56,276

(10) Revolving Credit Agreement

The Company maintains a revolving credit agreement with a bank. The borrowings are not to exceed the
lower of $6,000,000 or the sum of 80% of eligible accounts receivable plus 40% of the aggregate amount of
eligible inventory. As 6f December 31, 2006 and 2005, there were no outstanding borrowings. The agreement
matures in July 2007.'Borrowings under the agreement bear interest at the LIBOR rate (5.33% at December 31,
2006) plus 1.75%. The agreement is collateralized by trade accounts receivable, inventories, and
work-in-process.

The terms of the pote contain covenants, which provide for customary resmctxons' and limitations, including
the maintenance of cértain financial ratios. At December 31, 2006, the Company comphed with these ratios.
Addluonally, the Company is restricted from paying dividends without prior written consent of the bank. During
2005, the Company paid dividends without prior approval from the bank. +

(11) Notes Payable to Stockholders

As of December 31, 2006 and 2005 the Company had uncollateralized notes payable to stockholders of
$500,000. The notes mature during December 2008 and bear interest at prime rate plus 1% (9.25% at
December 31, 2006). Interest on the notes is paid quarterly. Interest expense related to these notes was $45,655,
$35,934, and 26,590 for the years ended December 31, 2006, 2005 and 2004, respectively.

(12) Leases

The Company leases certain facilities and equipment under operating lease agreements. The Company’s
Mississippi facility that is used by the subsidiary was leased from a related party under a non-cancelable
agreement, which was originally scheduled to expire during February 2008. The Company purchased this facility
and equipment for $225,000 in October 2006 and accordingly there are no future lease payments due under this
arrangement as of December 31, 2006.

Total rental expense for the years ended December 31, 2006, 2005, and 2004, amounted to approximately
$502,000, $692,000, and $282,000, respectively, which included approximately $27,400, $32,500, and $27,500
paid to a related party, respectively.

(13) Common Stock

The Company has issued two series of common stock. The Series A common stock has the right to elect one
less than a majority of the directors of the Company while Series B common stock has the right to elect a
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majority of the directors of the Company. Both the Series A and Series B common stock do not have cumulative
voting rights in the election of directors. Except as prevnously noted, the two series of common stock have
identical rights. ‘

. . e i '

All shares of the Company’s outstanding stock are currently held by employees, directors or their family
members. The Company’s stock is restricted in that the stockholders may not transfer or encumber shares
without the consent of the Company, except that stockholders may transfer shares to their minor children or .
grandchildren or to another current stockholder. Transfers to minor children, grandchildren, or non-employee
spouses who are not currently stockholders may not be less than 10,000 shares, Generally, upon any termination
of employment, the stockholder is obligated to sell and the Company is obligated to purchase at book value, as
defined in the Buy- -Sell Agreement, up to a maximum of 10,000 shares per year, all of the outstanding stock
owned by the stockholder.

t

During 2006, 2005, and 2004, the Company sold 7,316, 1,678, and 170 shares of treasury stock to
employees, stockholders, and directors for a total of $252,062, $52,689, and $5,094, respectively.,.

During 2006, 2005, and 2004, the Company purchased 5,013, 499, and 3,795, shares of stock for a total of
$246,522, $21,353, and $155,075, respectively.

(14) Concentration of Market Rlsk and Geographlc Operatlons '
L)

Financial mstrumenls that potentially subject the Company to concentranons of credit risk consist prlmanly
of trade accounts receivable. The Company’s market risk is dependent primarily on the strength of the oil and gas
and energy Telated industries. The Company grants credit to customers and generally does not require security
except in the case of certain international contracts. Procedures are in effect to monitor the credit worthiness of -

its customers. f

During 2006, one customer represented approximately 13% of total revenues. During 2005, the Company
had sales to one customer that represented 16% of consolidated net sales. In 2004, the Company had sales to two
customers that represented 13% and 12%, respectively, of total revenues. L, -

At December 31, 2006, there was one customer that had an outstanding receivable balance representing
approximately 11% of the total balance. At December 31, 2005, there were two customers that had outstanding
receivable balances representing approximately, 12% and 10%, respectively, of the total balance, and at ’
December 31, 2004, there was one customer that had an outstandmg receivable balance representmg
approx1mately 15% of the total balance ’ . ‘

The Company sells its products and services in domestic and international markets; however a mgmﬁcant
portion of the Company ] sales are concentrated with customers located i in the United States Gulf Coast. This |,
region accounts for approxlmately 60%, 62%, and 56% of the Company’s total revenue during the years ended
December 31, 2006, 2005, and 2004, respectively.

1

(15) Commitments and Contmgencles ‘ i : ' L .

-The Company is subject to legal proceedings and clalms incident to the ordmary course of its business.
Management believes that the ultimate resolution.of such matters will not materially affect the consolidated
financial position or results of operations of the Company. .,
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On September 1, 1999, the Company created a group medicat and hospitalization minimum premium
insurance program. For the policy year ended August 2007, the Company is liabte for all claims each year up to
$50,000 per insured, or $1,050,000 in the aggregate. Any claims in excess of these amounts are insured by an
outside insurance company. The Company’s expense for this minimum premium insurance program totaled
approximately $788,000, $622,000, and $663,000 during the years ended December 31, 2006, 2005, and 2004,
respectively. Insurance reserves include in accrued liabilities were approximately $222,000 and $121,000 at
December 31, 2006 and 2005 respectively.

On December 1, 2006, the Compan)( and American Access Techhologies, Inc. (“AAT"”) signed a merger
agreement (“Merger Agreement”). Upon closing of the transaction, M & I stockholders would receive
approximately four shares of AAT common stock for each share of AAT commen stock outstanding as of the
effective date of the merger, but not more than 32,000,000 shares of AAT common stock, which would result in a
change of control of AAT. The transaction would be accounted for under the purchase method of accounting as a
reverse acquisition with M & 1 being treated as having acqu;red AAT as of the date of the completion of the
merger. The completion of the merger is subject to approval by the stockholders of both the Company and AAT,
the authorization of additional shares of AAT common stock, the authorization of a reverse stock split and
authorization of a name change and is expected to be completed in the second quarter of 2007.

As part of the Merger Agreement, M & 1 has agreed to reimburse a portion of the merger-related expenses
incurred by AAT. Whether or not the merger is consummated, M & 1 has agreed to relmburse 80% of the first
$100,000 of AAT’s reasonable expenses as incurred in connection with the transactions contemplated by the
Merger Agreement and to reimburse AAT or pay directly the balance of AAT’s expenses upon closing of the
merger or termination of the merger agreement in accordance with its terms. However, if the merger does not
close as a result of AAT’s actions, M & I will only be responsible for 50% of the first $100,000 of AAT’s
expenses as incurred, and to the extent M & I has paid more than $50,000, AAT will reimburse such excess
amounttoM & L.

As of December 31, 2006, the Company has incurred merger-related costs of approximately $424,000.
Amounts die to AAT of approximately $169,000, of which $80,000 has been reimbursed by M & I prior to
December 31, 2006, leaving a payable as of December 31, 2006 of approximately $89,000: This amount is
presented as a component of accrued expenses in the accompanying consolidated balance sheet.

(16) Employee Benefit and Bonus Plans

The employees of the Company are eligible to participate in a 401(k} plan sponsored by the Company. The
plan is a defined contribution 401(k) Savings and Profit Sharing Plan (the “Plan™) that covers all full-ttme
employees who meet certain age and service requirements. Employees may contribute up to 20% of their annual
gross pay through salary deferrals. The Company may provide discretionary contributions to the Plan as
determined by the Board of Directors. During the years ended December 31, 2006, 2005 and 2004, the Company
made contributions of approximately $157,000, $121,000, and $-0-, respectively. -

The Company maintains an “Executive Performance’ bonus plan, which cavers officers and certain key
employees. Under the plan, the participants receive a percentage of a bonus pool based primarily on pre-tax
income. The Board of Directors approves the executive performance plan at the beginning of each year. During
the years ended December 31, 2006, 2005 and 2004, the Company incurred approximately $792,000, $584,000,
and $-0- under the plan, respectively, of which approximately $292, 000 and $298,000 was included in accrued
expenses as of December 31, 2006 and 2005, respectively.
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The Company maintains an *Operational Management” bonus plan, which covers operational managers and
certain key employees. Under the plan, each participant receives a bonus based on performance factors
determined by management. During the years ended December 31, 2006, 2005 and 2004, the Company recorded
bonuses of approximately $82,000, $61,000, and $-0- under the plan, of which approximately $32,000 and
$50,000 was included in accrued expenses as of December 31, 2006 and 2005, respectively.

(17) Stock Options

The Company has the following stock-based compensation plans:

Near the beginning of each fiscal year, the Board of Directors grants a number of non-qualified stock
options to directors, officers, and designated managers (the “Annual Plan”). Under the terms of these grants, one
quarter of the grant will be exercisable at the end of each fiscal quarter at the net book value per share as of that
quarter. In the event that the oplions are not exercised, they will carry over to the next quarter and become -
exercisable at that quarter’s net book value per share. The options granted for each year that have not been
exercised are caricelled after they have been outstanding for one year.

In 2003, a non-qualifted option for 6,250 shares was granted to a non-employee director at an adjusted price
of $38.50 per share. This option was exercised in 2006 at a price of $38.50.

Stock option activity (number of shares) for the Company during fiscal years 2006, 2005, and 2004 was as

follows:
[

Weighted
e, . avera.ge
exercise
Stock options price
Outstanding at December 31,2003 ................. . . ... . ... ... 22,765 $40.30
L 1411 SO 16,600 40.35
Exercised . ... i e e e (170) 40.69
Forfeited . ... .ot e e e e . (16,425) . 40.86
Oulstaﬁﬂing at Iﬁ'ecember 31,2004 ... e e ! 22,770 39.60
Granted ... 17,725 42.56
Exercised ...... e e e (1,678) 41.46
Forfeited .. ..ot i i e e e (17,550) 40.02
Outstanding at December 31,2005 ... . ... ... i, - 21,267 42.69
‘Granted .......... et e e e 15,300 47.94
Exercised ..... e e e e e - (1,316) 3092
Cancelled ....... e e e e e e . (29,251 - 49.25
Outstanding at December 31,2006 ..........0oiiiiiiiiiainaann ' C— ‘$ =

There were no options outstanding as of December 31, 2006 as all options were cancelled.

The weighted average fair value of options granted was $47.95, $42.56 and $40.35 per option for the fiscal
years ended December 31, 2006, 2005, and 2004, respectively.

e

(18) Segment Reporting

The Company follows SFAS No. 131, Disclosures About Segments of an Enterprise and Related
Information, which dictates the way the Company reports information about its operating segments.
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Management has organized the Company around products and services. The Company has two reportable
segments, Technical Products and Services and Electrical and Instrumentation Construction. Technical Products
and Services develops, manufactures, provides, and markets switchgear and variable speed drives. The service -
component of this segment includes retrofitting equipment, upgrades, startups, testing and troubleshooting
electrical substations, switchgear, drives, and control systems. Thé Electrical and Instrumentation Constniction
segment installs electrical equipment to the energy, water and wastewater, industrial and commercial markets.

Following are selected financial details regarding the Company’s reportable segments (in thousands):

2006 2005 2004
Revenues: . .
Technical products and services . ................ e e $32918 22,742 17,569
Electrical and instrumentation CONSUCHON . . ... ..vviiieeiiianeennnnn 12,501 12,179 6,498
Other.................. P P e — 23 295
$45419 34945 24,362

2006 2005 2004

Gross Profit:

Technical products and services . ... ... it in i $ 6256 4,070 2829
Electrical and instrumentation construction . . .......c.vviviienneennnnn.. 1,606 12813 349
L8 11 - 31 424y (359)

$ 7351 5458 2819

2006 2005 2004

Income before income taxes:

Technical products and Services . .. ........ .ottt $625 4,070 2829
Electrical and instrumentation COnStruCtion . ......... ..o vvevien et vnnans. 1,606 13813 349
Corporate and other unallocated expenses ............................... (3,982) (3.811) (3,121)

$3,880 2,072 57

The Company’s management does not separately review and analyze the Company’s assets on a segment
basis. All assets of the Company are recorded within the corporate segment's records. Depreciation expense of
the Company is allocated to cost of sales on a consolidated basis based on management’s best estimate. M & |
does not allocate selling, general and administrative expenses to its business segments because these expenses are
centrally controlled and incurred and could only be reasonably apportioned to the Segmenls on an arbitrary basis
and would therefore not be meaningful.

All other income (expense) are recorded in the corporate business segment.

. Approximately, 35%, 38%, and 54% of Technical Products and Services were sold into international
markets in 2006, 2005 and 2004, respectively. These sales are made in US dollars and are generally seitted prior
to shipment or were secured by irrevocable letters of credit. All of Electrical and Instrumentation Construction
sales are made in the United States. The Company’s only assets that are held outside the United States is the
Singapore affiliate (Note 8) and its Investment in Marketable Securities (Note 5). The functional currency of the
Singapore affiliate is the Singapore dollar and the marketable security is traded in Singapore dollars.
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